tion policy and are inconsistent with others, as will be pointed out.
A brief discussion of the forces influencing economic activity is presented first. Next, with this theory as a background, specific measures of economic activity, fiscal actions, and monetary actions are selected, The results of testing the three propositions noted above, together with other statements concerning the response of economic activity to monetary and fiscal forces, are then presented. Finally, some implications for the conduct of stabilization policy are drawn from the results of these tests.
A Theoretical View of Economic Activity
Our economic system consists of many markets. Every commodity, service, and financial asset is viewed as constituting an individual market in which a particnlar item is traded and a price is determined. All of these markets are linked together in varying degrees, since prices in one market influence decisions made in other markets.
About a century ago, Leon Walras outlined a framework for analyzing a complex market economy. Such an analysis includes a demand and a supply relationship for every commodity and for each factor of production. Trading in the markets results in prices being established which clear all markets, i.e., the amount offered in a market equals the amount taken from the market, According to this anaylsis, outside occurrences reflected in shifts in demand and supply relationships cause changes in market prices and in quantities traded. These outside events include changes in preferences of market participants, in resource endowments, and in technology. Financial assets were not viewed as providing utility or satisfaction to their holders and were therefore excluded from the analysis.
Later developments in economic theory have viewed financial assets as providing flows of services which also provide utility or satisfaction to holders. For example, a holder of a commercial hank time deposit receives liquidity service (ease of conversion into the medium of exchange), store of value service (ability to make a future purchase), risk avoidance service (little risk of loss), and a financial yield. According to this later view, economic entities incorporate choices among goods, services, and financial assets into their decision-making processes.
The fact that economic entities make choices in both markets for goods and services and markets for financial assets requires the addition of demand and supply relationships for every financial asset. Market interest rates (prices of financial assets) and changes in the stocks outstanding of most financial assets are determined by the market process along with prices and quantities of goods and services.
These theoretical developments have enlarged the number of independent forces which are regarded as influencing market-determined prices, interest rates, quantities produced of commodities, and stocks outstanding of financial assets. Government and monetary authorities are viewed as exerting independent influences in the market system. These influences are called fiscal and monetary policies or actions. Random events, such as the outbreak of war, strikes in key industries, and prolonged drought, exert other market influences. Growth in world trade and changes in foreign prices and interest rates, relative to our own, influence exports and therefore are largely an outside influence on domestic markets.
Market expectations have also been assigned a significant factor in markets, but these are not viewed as a distinctly independent force. Expectations result from market participants basing their decisions on movements in market-determined yariables, or they are derived from market respons~sto the expected results of random events, such as the outbreak of a war or the anticipation of changes in fiscal or monetary policy.
These dependent and independent market variables are summarized in Exhibit I. The dependent variables are determined by the interplay of market forces which results from changes in the independent variables, Market-determined variables include prices and quantities of goods and services, prices and quantities of factors of production, prices (interest rates) and quantities of financial assets, and expectations. Independent variables consist of slowly changing factors, forces from outside our economy, random events, and forces subject to control by fiscal and monetary authorities. A change in an independent variable (for example, a fiscal or a monetary action) causes changes in many of the market-determined (dependent) variables.
EXHIBIT I

Classification of Market Variables
Measures of Economic Activity and of Monetary and Fiscal Actions
Three theoretical approaches have been advanced by economists for analyzing the influence of monetary and fiscal actions on economic activity. These approaches are the textbook Keynesian analysis derived from economic thought of the late 1930's to the early 1950's, the portfolio approach developed over the last two decades, and the modern quantity theory of money. Each of these theories has led to popular and familiar statements regarding the direction, amount, and timing of fiscal and monetary influences on economic activity. As noted earlier, these theories and their linkages will not be tested directly, but the validity of some of the statements which purport to represent the implications of these theories will be examined. For this purpose, frequently used measures of economic activity, monetary actions and fiscal actions are selected.
Economic Activity
Total spending for goods and services (gross national product at current prices) is used in this article as the measure of economic activity. It consists of total spending on final goods and services by households, businesses, and governments plus net foreign investment, Real output of goods and services is limited by resource endowments and technology, with the actual level of output, within this constraint, determined by tile level of total spending and other factors. System. Both of these schools consider an increase in the monetary base, other forces constant, to be an expansionary influence on economic activity and a decrease to be a restrictive influence.
Monetary Actions
The portfolio school holds that a change in the monetary base affects investment spending, and thereby aggregate spending, through changes in market interest rates relative to the supply price of capital (real rate of return on capital). The modern quantity theory holds that the influence of the monetary base works through changes in the money stock which in turn affect prices, interest rates, and spending on goods and services. Increases in the base are reflected in increases in the money stock which in turn result directly and indirectly in increased expenditures on a whole spectrum of capital and consumer goods. Both prices of goods and interest rates form the transmission mechanism in the modern quantity theory.
The money stock is also used as a strategic monetary variable in each of the approaches to stabilization policies, as the above discussion has implied. The simple Keynesian approach postulates that a change in the stock of money relative to its demand results in a change in interest rates. It also postulates that investment spending decisions depend on interest rates, and that growth in aggregate spending depends in turn on these investment decisions. Similarly, in the portfolio school of thought changes in the money stock lead to changes in interest rates, which are followed by substitutions in asset portfolios; then finally, total spending is affected. Interest rates, according to this latter school, are the key part of the transmission mechanism, influencing decisions to hold money versus alternative financial assets as National income account receipts. Government taxing provisions.
Autonomous changes in Government tax rates, Net Government debt outside of agencies and trust funds. aTests based on these measures are reported in this article, The remaining measures were used in additional tests. These results are available on request.
I. Monetary Actions
well as decisions to invest in real assets. The influence of changes in the money stock on economic activity, within the modern quantity theory framework, has already been discussed in the previous paragraph.2
The monetary base, as noted, plays an important role in both the portfolio and the modern quantity theory approaches to monetary theory. However, there remains considerable controversy regarding the role of money in determining economic activity, ranging from "money does not matter" to "money is the dominant factor," In recent years there has been a general acceptance that money, among many other influences, is important. Thomas Mayer, in a recent book, summarizes this controversy. He concludes:
"All in all, much recent evidence supports the view that the stock of money and, therefore, monetary policy, has a substantial effect, Note, however, that this reading of the evidence is by no means acceptable to all economists. Some, Professor Friedman and Dr. Warburton for example, argue that changes in the stock of money do have a dominant effect on income, at least in the long run, while others such as Professor Hansen believe that changes in the stock of money are largely offset by opposite changes in velocity."
The theories aside, changes in the monetary base and changes in the money stock are frequently used as measures of monetary actions. This article, in part, tests the use of these variables for this purpose. Money is narrowly defined as the nonbank public's holdings of demand deposits plus currency. Changes in the money stock mainly reflect movements in the monetary base; however, they also reflect decisions of commercial banks to hold excess reserves, of the nonbank public to hold currency and time deposits, and of the Treasury to hold demand deposits at commercial banks. 
Fiscal Actions
The influence of fiscal actions on economic activity is frequently measured by Federal Government spending, changes in Federal tax rates, or Federal budget deficits and surpluses. The textbook Keynesian view has been reflected in many popular discussions of fiscal influence. The portfolio approach and the modern quantity theory suggest alternative analyses of fiscal influence.
The elementary textbook Keynesian view concentrates almost exclusively on the direct influence of fiscal actions on total spending. Government spending is a direct demand for goods and services. Tax rates affect disposable income, a major determinant of consumer spending, and profits of businesses, a major determinant of investment spending. Budget surpluses and deficits are used as a measure of the net direct influence of spending and taxing on economic activity. More advanced textbooks also include an indirect influence of fiscal actions on economic activity through changes in market interest rates. In either case, litfie consideration is generally given to the method of financing expenditures.
The portfolio approach as developed by Tobin attributes to fiscal actions both a direct influence on economic activity and an indirect influence. Both influences take into consideration the financing of Government expenditures.' Financing of expenditures by issuance of demand debt of monetary authorities (the monetary base) results in the full Keynesian multiplier effect. Financing by either taxes or borrowing from the public has a smaller multiplier effect on spending. Tobin views this direct influence as temporary.
The indirect influence of fiscal actions, according to Tobin, results from the manner of financing the Government debt, that is, variations in the relative amounts of demand debt, short-term debt, and longterm debt. For example, an expansionary move would be a shift from long-term to short-term debt or a shift from short-term to demand debt. A restrictive action would result from a shift in the opposite direc- 'Tobin, tion. As in the case of monetary actions, market interest rates on financial assets and their influence on investment spending make up the transmission mechanism,
The modern quantity theory also suggests that the influence of fiscal actions depends on the method of hnancing Government expenditures. This approach maintains that financing expenditures by either taxing or borrowing from the public involves a transfer of command over resources from the public to the Government. However, the net influence on total spending resulting from interest rate and wealth changes is ambiguous. Only a deficit financed by the monetary system is necessarily expansionary.°H igh-employ-ment budget concepts have been developed as measures of the influence of fiscal actions on economic activity-.
7 In these budget concepts, expenditures include both those for goods and services and those for transfer payments, adjusted for the influence of economic activity. Receipts, similarly adjusted, primarily reflect legislated changes in Federal Government tax rates, including Social Security taxes. The net of receipts and expenditures is used as a net measure of changes in expenditure provisions and in tax rates. These high-employment concepts are used in this article as measures of fiscal actions (Exhibit II).
Tests were also made alternatively using national income account Government expenditures and receipts, a series measuring autonomous changes in Government tax rates, a weighted high-employment expenditure and receipt series, and a series of U. S. Government debt held by the public plus Federal Reserve holdings of U. S. Government securities, These tests did not change the conclusions reached in this article, Results of these tests are available on request. 
Other Influences
Measures of other independent forces which influence economic activity are not used in this article. Yet this should not he construed to imply that these forces are not important. It is accepted by all economists that the non-monetary and non-fiscal forces listed in Exhibit I have an important influence on economic activity. However, recognition of the existence of these "other forces" does not preclude the testing of propositions relating to the relative importance of monetary and fiscal forces. The analysis presented in this study provides indirect evidence bearing on these "other forces." The interested reader is encouraged to read the technical note presented in the Appendix to this article before proceeding.
Testing the Propositions
This section reports the results of testing the three propositions under consideration. First, the concept of testing a hypothesis is briefly discussed. Next, the results of regression analyses which relate the measures of fiscal and monetary actions to total spending are reported. Finally, statistics developed from the regression analyses are used to test the specific propositions.
The Concept of Testing a Hypothesis
In scientific methodology, testing a hypothesis consists of the statement of the hypothesis, deriving by means of logic testable consequences expected from it, and then taking observations from past experience 'which show the presence or absence of the expected consequences. If the expected consequences do not occur, then the hypothesis is said to be "not confirmed" by the evidence. If, on the other hand, the expected consequences occur, the hypothesis is said to he "confirmed."
It is important to keep the following point in mind. In scientific testing, a hypothesis (or conjecture) may be found "not confirmed" and therefore refuted as the explanation of the relationship under examination, However, if it is found to be "confirmed," the hypothesis cannot be said to have been proven true. In the latter case, however, the hypothesis remains an acceptable proposition of a real world relationship as long as it is found to he "confirmed" in future tests. The results presented in this study all bear on what is commonly called a "reduced form" in economics. A reduced-form equation is a derivable consequence of a system of equations which may be hypothesized to represent the structure of the economy (i.e., a so-called structural model). In other words, all of the factors and causal relations which determine total spending (GNP) are "summarized" in one equation. This reduced-form equation postulates a certain relationship over time between the independent variables and the dependent variabletotal spending. Using appropriate statistical procedures and selected measures of variables, it is possible to test whether or not the implications of the reducedform equation have occurred in the past. If the implied relationships are not confirmed, then the relationship asserted by the reduced-form equation is said to have been refuted. However, not confirming the reduced form does not necessarily mean that the whole "model," and all of the factors and causal relations contained in it, are denied. It may be only that one or more of the structural linkages of the model is incorrect, or that the empirical surrogates chosen as measures of monetary or fiscal influence are not appropriate. 9
Frequently one encounters statements or conjectures regarding factors which are asserted to influence economic activity in a specific way. These statements take the form of reduced-form equations, and are sometimes attributed to various theories of the determination of economic activity. As stated previously, this study does not attempt to test the causal linkages by which fiscal and monetary actions influence total spending, but is concerned only with the confirmation or refutation of rival conjectures regarding the strength and reliability of fiscal and monetary actions based on frequently used indicators of such actions.
Measuring the Empirical Relationships
As a step toward analyzing the three propositions put forth earlier, empirical relationships between the measures of fiscal and monetary actions and total spending are established. These relationships are developed by regressing quarter-to-quarter changes in GNP on quarter-to-quarter changes in the money stock (M) and in the various measures of fiscal actions: high-employment budget surplus (R-E), high-employment expenditures (E), and high-employment receipts (R). Similar equations were estimated where changes in the monetary base (B) were used in place of the money stock.
Changes in all variables were computed by two more specific statement relating to these considerations is presented in the Appendix.
methods. Conventional first differences were calculated by subtracting the value for the preceding quarter from the value for the present quarter.
1°T he other method used is an averaging procedure used by Kareken and Solow called central differenees,h1
The structure of lags present in the regressions was estimated with use of the Almon lag technique. 12
The data are seasonally adjusted quarterly averages for the period from the first quarter of 1952 to the second quarter of 1968.13 As discussed previously, statements are frequently made from which certain relationships are expected to exist bet\veen measures of economic activity on the one hand and measures of monetary and fiscal actions on the other hand. Such relationships consist of a direct influence of an action on GNP and of an indirect influence which reflects interactions among the many markets for real and financial assets. These interactions work through the market mechanism determining the dependent variables listed in Exhibit I. The postulated relationships are the total of these direct and indirect influences, Thus, the empirical relationship embodied in each regression coefficient is the total response (including both direct and indirect responses) of GNP to changes in each measure of a stabilization action, assuming all other forces remain constant.
The results presented here do not provide a basis for separating the direct and indirect influences of monetary and fiscal forces on total spending, but this division is irrelevant for the purposes of this article. The irfterested reader is referred to the Appendix for further elaboration of these points. Vol. 33, No. 1, January 1965, pp. 178-196. 13 As a test for structural shifts, the test period was divided into two equal parts and the regressions reported here were run for each sub-period and for the whole period. The Chow test for structural changes accepted the hypothesis that the sets of parameters estimated for each of the sub-periods were not different from each other or from those estimated for the whole period, at the five per cent level of significance. As a result, there is no evidence of a structural shift; consequently, the whole period was used.
Using the total re ponse concept changes in GNP to be quite good when first differences are used rather are exp cted to he positively related to changes in than level of th' data. All of the estimated regression the money stock (M) or changes in the monetary cotthcients for changes n the money stock or the base (B). \Vith regard to the high-inployment surmonetary base have the signs implied in the above plus (receipts minus expenditur s) a larg r surplus oi discussion (cqu'itio is 1.1 to 2.4 in Tabl I) and have a smaller deficit is expected to have a negative inhigh statistical significuice in most cases The fluence on GNP and con~ersely. Ch'inges in highestimated coeffic'ents for the high-employment measemployment expenditures (E) ire expected to have ures of fiscal influence do not have the expected a positi\e influence and chang in receipts (R) are signs in all cases and generally are of low statistical expected to have a negative influence when these significance. These regression re ults are discussed variables are included separately, in greater detail below.
Considering that the primary purpo e of this study Money and the Monetary Base -The total re ponse is to mea ure the influ nec of i few major forces on of GNP to changes in money or the monetary base changes in GNP ather than to identify and measure distributed over four quarters is consistent with the the influences of all independent forces the result postulated relationship (i.e. a positive relationship) obtained ire qute good (Table I High.Employment Budget Surplus -As pointed out previously, the high-employment surplus or deficit is often used as a measure of the direction and strength of fiscal actions. Equation 1.1 summarizes the total response of GNP to changes in money and changes in the high-employment surplus. The coefficients of the high-employment surplus estimated for the contemporaneous and first lagged quarter have the expected sign, but the coefficients are of very low statistical significance and do not differ significantly from zero. The signs of the coefficients estimated for the second and third lagged quarters are opposite to the expected signs. The sum of the coefficients (total response distributed over four quarters) is estimated to have a positive sign (opposite the postulated sign) but is not statistically significant. These results provide no empirical support for the view that fiscal actions measured by the high-employment sm-plus have a significant influence on GNP. In principle, these results may have occurred either because the high-employment surplus was not a good measure of fiscal influence, or because fiscal influence was not important during the sample period."
Expenditures and Receipts -Simple textbook Keynesian models of income determination usually demonstrate, theoretically, that changes in tax rates exert a negative influence on economic activity, while changes in Government expenditures exert a positive influence. Equations 1.2 and 1,3 provide tests of these propositions, The signs of the coefficients estimated for tax receipts are the same as the hypothesized signs for only the first and second lagged quarters. However, since these coefficients (individually and the sums) are of low statistical significance, no importance can be attached to this variable. Inclusion of changes in receipts (IsR) in equation 1.2 does not improve the over- These results provide no support for theories which indicate that changes in tax receipts due to changes in tax rates exert an overall negative (or any) influence on economic activity. The results are consistent with theories which indicate that if the alternative to tax revenue is borrowing from the public in order to finance Government spending, then the influence of spending will not necessarily be greater if the funds are borrowed rather than obtained through taxation. They are also consistent with the theory that consumers will maintain consumption levels at the expense of saving when there is a temporary reduction in disposable income.
The signs of the coefficients estimated for high. employment expenditures in equations 1.2 and 1.3 indicate that an increase in Government expenditures is mildly stimulative in the quarter in which spending is increased and in the following quarter. However, in the subsequent two quarters this increase in expenditures causes offsetting negative influences. The overall effect of a change in expenditures distributed over four quarters, indicated by the sum, is relatively small and not statistically significant. These results are consistent with modern quantity theories which hold that Government spending, taxing and borrowing policies would have, through interest rate and wealth effects, different impacts on economic activity under varying circumstances. 15
Three Propositions Tested
The empirical relationships developed relating changes in GNP to changes in the money stock and changes in high-employment expenditures and receipts are used to test the three propositions under consideration. The results of testing the propositions using changes in the money stock are discussed in detail in this section. Similar results arc reported in the accompanying tables using changes in the monetary base instead of the money stock. Conclusions drawn using either measure of monetary actions are similar. Proposition I states that fiscal actions exert a larger influence on economic activity than do monetary actions. A test of this proposition involves an examination of the size of the regression coefficients for highemployment expenditures relative to those for money and the monetary base.'°Proposition I implies that the coefficients for AE would be larger, without regard to sign, than those for AM and AB.
The coefficients presented in Table I are not appropriate for this test because the variables have different time dimensions and are a mixture of stocks and flows. An appropriate measure is developed by changing these regression coefficients to "beta coefficients" which eliminate these difficulties (Table II) . These coefficients take into consideralion the past variation of changes in each independent variable relative to the past variation of changes in GNP. ' T The size of beta coefficients may be, therefore, directly compared as a measure of the relative contribution of each variable to variations in GNP in the test period.
According to Table II , the beta coefficients for changes in money are greater than those for changes in high-employment expenditures for the quarter in which a change occurs and during the two following quarters. The coefficients for changes in the monetary base are greater for the two quarters immediately following a change in the base. In the lagged quarters in which the beta coefficients for AE are largest, a negative sign is associated with the regression coefficient, indicating a lagged contractionary effect of increased expenditures. As a measure of the total contribution over the four quarters, the sum of the beta coefficients 10 Since little response of GNP to s~Rwas found, further discussions consider only AE.~A rthur S. Goldberger, Econometric Theory. John Wiley & Sons, Inc., December 1966, ?ew York, New York, pp. 197-200. for changes in money and the monetary base are much greater than those for changes in expenditures.
Proposition I may also be tested by the use of partial coefficients of determination. These statistics are measures of the percent of variation of the dependent variable remaining after the variation accounted for by all other variables in the regression has been subtracted from the total variation. Proposition I implies that larger coefficients should be observed for fiscal actions than for monetary actions. Table  II presents the partial coefficients of determination for the variables under consideration. For the quarter of a change and the subsequent two quarters, these coefficients for AM are much greater than those for AE. With regard to AB, the coefficients are about equal to those for AE in the first quarter and are much greater in the two subsequent quarters. The partial coefficients of determination for the total contribution of each policy variable to changes in GNP over four quarters may be developed. Table II shows that the partial coefficients of determination for the over-all response of AGNP to AM and AB range from .38 to .53, while those for AE are virtually zero.
Other implications of the results presented in Table  I may be used to test further the relative strength of the response of GNP to alternative government actions under conditions where "other things" are held constant. Three alternative actions are assumed taken by stabilization authorities; (1) the rate of government spending is increased by $1 billion and is financed by either borrowing from the public or increasing taxes; (2) the money stock is increased by $1 billion with no change in the budget position; and (3) the rate of government spendiiag is increased by $1 billion for a year and is financed by increasing the money stock by an equal amount. The impact on total spending of the first two acProposition II holds that the response of economic tions may be measured by using the sums of the activity to fiscal actions is more predictable than the regression coefficients presented for equation 1.3. A response to monetary influence. This implies that the billion dollar increase in the rate of government regression coefficients relative to their standard errors spending would, after four quarters, result in a (this ratio is called the "t-value"), relating changes in permanent increase of $170 million in GNP. By com-E to changes in GNP, should be greater than the parison, an increase of the same magnitude in money corresponding measures for changes in M and in B. would result in GNP being $5.8 billion permanently The greater the t-value, the more confidence there is higher after four quarters.
in the estimated regression coefficient, and hence, the greater is the reliability of the estimated change in The results of the last action are presented m GNP resulting from a change m the variable. These Table III .~FEe annual rate of government spending t-values are presented in Table IV . is assumed to be increased by $1 billion in the first quarter and held at that rate for the following three An examination of this table indicates greater quarters. This would require an increase in money t-values for the regression coefficients of the two of $250 million during each of the four quarters to monetary variables than for the fiscal variable, except finance the higher level of expenditures. Since we are for the third quarter after a change. Also, the t-values interested only in the result of financing the original for the sum of the regression coefficients for AM and increase in expenditures by monetary expansion, cx-AB are large, while those for AE are not statistically pcnditures must be reduced by $1 billion in the fifth significant from zero. Since the regression results imquarter. If expenditures were held at the higher rate, plied by Proposition II did not appear, the proposimoney would have to continue to grow $250 million tion is not confinned. per quarter. According to Table III. GNP would rise to a permanent level Beto coefficients ore for chonges in the money stock (AM), the monetary base (AB), high-employment expenditures (AE), and high-employment receipts (AR). The5e beta coefficients are colcuioted as the products of the regression coefficient for the respective voriobles times the ratio of the standard deviation of the variable to the standard deviation ofGNP.
Proposition III states that the influence of fiscal actions on economic activity occurs faster than that of monetary actions. It is tested by examining the characteristics of the lag structure in the regressions. Proposition III implies that beta coefficients for AE should be greater than those for AM in the quarter of a change and in those immediately following. It a]so implies that the main response of GNP to fiscal actions occurs within fewer quarters than its response to monetary actions.
The beta coefficients arc plotted in the above chart.~5 A change in the money stock induces a large and almost equal response in each of the four quarters. The largest response of GNP to changes in the monetary base occurs in the first and second quarters after a change. The beta coefficients for changes in M are greater than those for changes in E for the quarter of a change and the following quarter, indicating comparatively smaller response of GNP to fiscal actions in these first two quarters. Moreover, the largest coefficient for AE occurs for the third quarter after a change.
The expected regression results implied by Proposition III were not found. Therefore, the proposition that the major impact of fiscal influence on economic activity occurs within a shorter time interval than monetary influence is not confirmed.
Summary -This section tested the propositions that the response of economic activity to fiscal actions relative to monetary actions is (I) larger, (II) more predictable, and (III) faster. The results of the tests were not consistent with any of these propositions. Consequently, either the conunonly used measures of fiscal influence do not correctly indicate the degree and direction of such influence, or there was no measurable net fiscal influence on total spending in the test period.
The test results are consistent with an alternative set of propositions. The response of economic activity to monetary actions compared with that of fiscal actions is (I') larger, (II') more predictable, and (III') faster. It should be remembered that these alternative propositions have not been proven true, but this is always the case in scientific testing of hypothesized relationships. Nevertheless, it is asserted here that these alternative propositions are appropriate for the conduct of stabilization policy until evidence is presented proving one or more of them false.
iSThe Alsnoa lag structure was developed by using a fourth degree polynomial and constraining the coefficients for t--4 to zero. The regressions indicate that four quarters constitute an appropriate response period for both fiscal and monetary actions. Equations using up to seven lagged quarters were also estimatcd, but there was little response in GNP to fiscal and monetary actions beyond the three quarter lags reported.
There is a major qualification to these statements. Since the propositions were tested using the period first quarter 1952 to second quarter 1968, it is implicitly assumed in making these statements that the general environment prevailing in the test period holds for the immediate future.
Implications for Economic Stabilization Policy
Rejection of the three propositions under examination and acceptance of the alternatives offered carry important implications for the conduct of economic stabilization policy. All of these implications point to the advisability of greater reliance being placed on monetary actions than on fiscal actions. Such a reliance would represent a marked departure from most present procedures.
The finding that statements wluch assert that changes in tax rates have a significant influence on total spending are not supported by this empirical investigation suggests that past efforts in this regard have been overly optimistic. Furthennore, the finding that the response of total spending to changes in Government expenditures is small compared with the response of spending to monetary actions strongly suggests that it would be more appropriate to place greater reliance on the latter form of stabilization action.
Finding of a strong empirical relationship between economic activity and either of the measures of monetary actions points to the conclusion that monetary actions can and should play a more prominent role in economic stabilization than they have up to now. Furthermore, failure to recognize these relationships can lead to undesired changes in economic activity because of the relatively short lags and strong effects attributable to monetary actions.
Evidence was found which is consistent with the proposition that the influence of monetary actions on economic activity is more certain than that of fiscal actions. Since monetary influence was also found to he stronger and to operate more quickly than fiscal influence, it would appear to be inappropriate, for stabilization purposes, for monetary authorities to wait very long for a desired fiscal action to be adopted and implemented.
Evidence found in this study suggests that the money stock is an important indicator of the total thrust of stabilization actions, both monetary and fiscal. This point is argued on two grounds. The relationships expressed in Table I may be used to project the expected course of CNP, given alternative assumptions about monetary and fiscal actions. Such projections necessarily assume that the environment in the period used for estimation and the average relationships of the recent past hold in the future. The projections are not able to take into consideration the influences of other independent forces; therefore, they are not suitable for exact forecasting purposes. However, they do provide a useful measure of monetary and fiscal influences on economic activity.
An example of such projections using equation 1.3 is presented in Table V . Equation 1.3 related quarterto-quarter changes in GNP to changes in the money stock and changes in high-employment expenditures, both distributed over four quarters.
Assumptions used in computing the projections of quarterly changes in GNP reported in Table V Federal spending was assumed to continue increasing at a 5 to 6 per cent rate in the first two quarters of fiscal 1970; and (c) quarter-to-quarter changes in the money stock were projected from 111/68 to IV/69 for four alternative constant annual growth rates for money: 2 per cent, 4 per cent, 6 per cent, and 8 per cent.
The highest growth rate of the money stock (8 per cent) indicates continued rapid rates of expansion in GNP during the next five quarters. The slowest growth rate of money (2 per cent) indicates some slowing of GNP growth in the fourth quarter of this year and further gradual slowing throughout most of next year.
The projections indicate that if the recent decelerated growth in the money stock (less than 4 per cent from July to October) is continued, and growth of Government spending is at about the rate indicated above, the economy would probably reach a non-inflationary growth rate of CNP in about the third quarter of 1969 and would then accelerate slightly. These projections, of course, make no assumptions regarding the Vietnam war, strikes, agricultural situations, civil disorders, or any of the many other noncontrollable exogenous forces.
